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OF REPORTS AHD ESTIMATES, CI^cumemJN 
FAR BAST/i’ACIPIC B8AI1CH 


INTELLIGBECE HIGHLIGHTS IK), 55 
24 DBCEIfflER 1948 - 4 JAHUARY 1949 


SBCTIOE I. STM*IARY OF FAR EAST TRMDS AMD DEVELOPMEHTS 


Japan® 8 trade with China proper expected to i^in at 
its trade with Chinese doing husinoss in Southeast Asia is promisi g (pag )» 

Coming Japanese elections will probably reflect a growing political 
strength of the Japanese Communist Party (page 2)o 

The oimounoed completion of Soviet troop withdrawal fi^ North Korea 
yAll not diminish subSantially Soviet influence in or control over that 

area (page 3) * 

Police measures are now considered necessary to spur lagging rice oolleot- 
iona in the Republic of Korea (page 5)o 

Inactivity characterised China ‘s battlefronts during the past week (l»K® 
4) /while attention shifted to Pu Tao-yi»s personal peace 
Ifeaiwhile. Chiang Kai-shek announced in his New Ye^’s address that he is 
Simg te neg^ate peace at «hi8« price (page 3)9 n) 

tep provincial and military leaders in a bid for a vote 
In^Sink ng Province, Chiang Kai-shek has appointed a pw-Soviet 
(page 8 ) 0 ^ Prior to Chiang ®b New- Year *8 speech, the Chinese ^ommimistB broa - 
cLt that they will not permit Kuomintang participation as P^^ in the 
Communist-controlled government to be established for all of China in 1949 

(page 7)0 

The Dutch are adopting conciliatory tactics in Indonesia (page 9 )* 

In Indochina breakdown of the Prenoh-sponsored Kuan Government appears 
possible (page 9)o 

In Burma the political and economic situation is likely to deteriorate 
further in 1949 (page 10 ) o 

The Philippine Government has begun 1949 by instituting import control 
and a managed monetary system (page 10 ) o 


In succeeding sections of this Vfeekly the following marginal notation is 

usodi "B", or **0” —important in b/pe^b opinion of the item, with 

*A” 'representing the most important oneso 
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ot ^lagaaMon of Soviet troops from 

gorth Korea .. Withdrawal ms overland throxigh northeastern Korea Into the 
DSSR Maritime Province tdiere, it is believed, these troops will fora a 
reserve which could be re-deployed into North Korea with great rapldityo 
Soviet withdrawal leaves behind a strong Communist organization, however, 
it is probable that a limited number of Soviet personnel, both military 
and civilian, have remained in North Korea in order to assure the contin- 
uance of the ties betwe^ the government of North Korea and the USSRa 

Bice collection lag8« Qa 29 December Korean officials reported that the 
Government rice collection program had achieved only 32,2 percent of the 
final goalo The Agriculture Minister now admits that the ’’voluntary** 
program has been a fallvire and the government has decided to exert force 
to speed collections.. However, previous experience in Korea has demons 
strated tlmt if the bulk of the rice is not collected ly 1 January, it 
will have dissappeared in illicit channels , It now appears certain that 
the government will fail to collect more than 50 percent of the quota, 
vdiich will result in widespread economic unrest and fiarther inflationc 
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«« CMna'a oItII wup « y )tlig:ht ahlfted this week from 

i-WkOtive battle rones or Nor^ and Central China to 

“•‘Iking, Poiping, and Tlentsia politicos 
^ their peace offensiTes. Meanwhile, Peiping and Tientsin continue 
to be surrounded by si^rior Conmiunist forces but as yet no sieee 
operations ag^nst either city hare been eridenced. In Central 
China the nationalists hare withdrawn nearly all of their renainina 
forces a wth of the langtse leaving only a small inadequate holding 
foroe^twete Plaagfou and Pukou. Effective nationalist organised 
resistant has virtually been eliminated and the Communists are capable 

ooup-de-grace at any timoo Both forces, Hati^list 
and C onanun ist alike, appear at present however to be awaitine the 

J-g believed to be seeking a "separate" neaoe. A local 
p^oe wtwei^i^ Xso-yi ^d the Horth ChiKa CoSunists^pears to 
^ in the “gklng. This peace" would entail the peaceful turnover 

Peiping and Tientsin with these 

ities declared open. FU, whose military and economic position is 

to be actively attenq>ting to bargain 
r •*«* gt least two meetings have reportedly 

i^ir^vJ r^ch^d. However, some sources 

t^rir^n * settlement on the Communists' 

^rM in the Ijn^dlate future. PU's bargaining points-«.his possession 

of elp^ng and Tientsin and -tiie clearly expreased desire of the local 
^pulaoe for peaoe-«are quite slim, but his present propensity to 
seek ^ honorable peace" locally can be adduced from his refusal 

ailitary oonferenoo in Hanking, 
prepare public opinion in the two cities for 
toe xnevitobil^ of oonq>roBiso„ la fact PO has already felt impelled 
to swrender, witoout a fight, toe city of Kalgan, turning over intact 
to toe Communiets toe^ city's industrial installations on^e groundl 
^t they constitute national wealth" belonging to the people of 
h this, PU has reportedly drafted a statement, to 

Comrade ts, to the effect that he is reluctant to 
submt the citiee of Peiping and A’ieatsin to the fortunes of war and, 
to help avoid ^s. he ia prepared to "resign his military position 

^ If FU is unable to work out an arJangemeat 

suitable to both himself and toe Communists, he can still escape 
Peiping, attempt to rejoin his "personal troops," believed to have 
escaped in toe evacuation of Kalgan. and onoe again set up a semi- 
autonomous regime in Suiyuan. ^ 
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ganerala nd goTcrtiorti whioh 

^ “ «T.i.tio. wia. th. oSr® 

waaat®, illrawiae failed to «ppdar* lone of th« rauorala in 

faw8 oontinuod r««l»tanc6, •Ithough YEN Hai-ohan, 

fSriSppllM^^k Katlonal Ooromflieat 

lor auppiioB. fiotJi lER and OoTomor t. V. SOONO of 8imni?tim« hnv« 

«d. p«..«,.l InqulrlM r.gu-«ne pro.p.ot. fttr fut^r5?^,S; Support. 

not ■‘•y*"" Y*»‘‘*‘‘'» “P -"*- InMoat.. )» pppu-ntw dosa 

a,.c iuUiai to r.il.qul.1. powr iaapit. U. offar of^^o. to toJ 

Commu^Bts ud the expectancy on the part of many leadine flmirea 

took IVealdeat LI Taung-jen. GUlABa 

oisnrfi +? initiatlYe in making a bdd for peace but attached auoh 

to preclude Ite being accepted hy the Communiata, at 

Se olrtl Communiata for continuing 

^ wtiafled tor the fbHoelM 

in^nSSnr “®S0tiated peace ia not detrimental t^^national 

omaS?^«o«.tr^ •oweignty. if the Conatitution ia not riolated and 
if demooratlo form of goTommant 

® standard" protected. CHIAIO 

^ sscured, I am not at all concerned .hbout 
Mnvti « n ^ thiBp 1 will follow only the conoenaua of the 

people. & then^aaid ^t if the Comauniata "are not einoerel^ 

the continuing the armed rebelliS" 

** *■ ‘^^**^*^^* ««ht them to the 

P®®®® «»’«»«nt within the Hational Qoeemment 
nw includee nearly eeeryone but CHIAIO hlmaelf, aa long a a he oontlnuea 

S Hanking garriaott, ooncfrtod efforta 

by key officiala to perauade him to retire are not likely to materlaliae 

Sitortel ^ lnitl.tt4 in • 

®®^® ^^®° atiwan . Ihe audden 

iioTemor or Taiwan and the appointment of 
former Chief of Staff, aa hla aucceaaor. eeldence 
^ totWl Wnjwnt’a i^tion of atreagthening ita control oe«- 

hm.m 1 Official Of moderate capacity, WEI recently 

haa been critical of lationaliat policiea and haa faired areater ^ 
autonomy for the Yaiwan Proelnoial Qowemment. General ChS not only 


•A® 




•B" 
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!■ aa able military adxainiBtrator bat his loyalty to CHIAHG Eai*ahek 
ia unqueationed. The Generali sBiao* a san^ CHIANS Chisg-kuo* recently 
economic esar of Shanghai « has been appointed <Htairtaan of the thd.ifan 
Pro-rinoial Kuomintang Haadquartera, replacing a leaa prominent party 
leader. Theae appointmenta ^coincide with reporta of the arrival in 
Taiwan of anny Nationallat offioiala an^or their families who are 
chiefly adherents of the wing of the Kuomintang. fieoent aMp- 

ment to Tkiwan of aco&e of the 0enerali88iiao*a peraonal property alao 
suggeata official oonoem with use of the ialand as a safe haven and 
a future anti-Comnunlet base of operations for a refugee National 
OoTonuBent. The newly-appointed provlnoial adnlnia-brators. the transfer 
to the island of N&tionaliat naml and air units and the li^lux of 
Nationalist leaders will buttress immediately the National Government's 
position in Talwano Bofferer# these developments also will inorease 
Taiwanese hatred of Nationalist rule, create resentment among the 
provineial Chinese officials and rseldents, contribute in the long 
run to greater instability, and invite Communist infiltrstiouo 

Slnkiang Governor MESUD has been replaced by BURKHAH. a Slnkiang 
native generally regarded as acceptable to the pro-Soviet Hi Group. 

In 1947 Hi leaders withdrew ffoa the Provlnoial Government in protest 
against the appointment of liBSTTD; they have since demanded MESUD 'e 
removal from the governorship as a condition for their participation 
in the Provincial Government. The removal of MESUD thus paves the 
way for a reconciliation between the 111 Group and Chinese authorities 
in Slnkiang. A reorganised ^ovinoial Government including Hi leaders 
is likely to result, therehy forestalling the threat of a new anti- 
Chinese rebellion and leading to an Inorease of Soviet influence through- 
out Slnkiang. 

CHANG Chih-ohung, Commander of Norttnrest Headquarters, who has 
long advocated settlement of the Slnkiang problem by negotiation and 
eonoi Hating the Hi Group, has been urging the National Government 
to replace MESUD with BUBKHAH for over a year. Probable reasons for 
Nanking's aooeptanoe of CHANG's reoomiuiidation at this time aret a) 

CHANG is currently persma grata with the Chinese Conammists, thus 
making him a person of prestige and value to the Naticnal Governments 
b} Nanking has belatedly realised the inqposslbility of maintaining 
Chinese ooxrbrol of Slnkiang by force, and is, therefore, moving toward 
a policy of oonci Hating the dissident native elmnents. 

Growing autonomy sentiment in Sseohwan presages probable future «(jw 

efforts by the western provinces to establish regional regimes as the 
Nanking Govemmaat approaches complete collapse. In Sseohwan the 
desire for autonomy is being manifested by failure to meet quotas of 
rice shipments from the province, return of gold and silver released 
to the National Government under the 19 August measures, issuing 
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provinoial aiudliary currency and growing independence of prorinoial 
defenee unil*. 7irtual autonomy within the Hatlonal OoTerninent orbit 
ie apparently the llrat objeotiTBo Howerer, in the e Tent of the complete 
collapse of Nanking, attempts will probably be made to effect a working 
agreement with the Communists i^ose influence in parts of the pro-rinoe 
is beliered already too strong to be suppressed by local elements. 

Liberal elements in the prorinee will probably consider it to their 
adTantage to join with Steofananese national officials. Including 
old warlords, during the ohangeorer period, 

Co^nista predict Communist-controlled eoremment of Ohina in 
IgM. A Chinese Uommunist broadcast of s! 6oo<mWrejeoted in adviiioe 
whateTer peace proposals might be offered in CHIANG Kai-shek’s New 
Year Message, and made clear that the Kuomintang as a party will inot 
be included in the "coalition gOTernment" promised for 1949, Xhe 
^oadoast Borises an editorial of 30 December, "exposing the peace 
intrigues of the reactionary party," and calling upon "the Chinese 
people and the Chinese Communist Party" to "work hand in hand to eradicate 
all reactionary elements and oust American imperialism from China." 

The editorial stated that Communist armies, during 1949, will 
push south of the Yangtze, and the Communists "will call a political 
consultative conference from which all reactionary piurties will be 
excluded. Thereafter, the Communists will take the lead in forming 
a central coalition government," to be participated in by "various 
^m^ratic parties and people’s organizations" which are already allied 
with the Communist Party. Although the editorial does not so state, 
it reim^s probable that a large number of Nationalist functionaries, 
as individuals rather than as Kuomintang reprosentatives, will continue 
to function in the Communist-controlled "coalition." 


Soviet ]^bassy str engl^ens its staff, returns depe ndents to China. 

For several months the USSR has been removing from ^Ina the dependents 
of Soviet representatives in Nationalist territory. Recent additions 
^ the USSR’s offices in Nanking and Shanghai include 20 Soviet officials, 
23 wives, and 12 children, lire new officials, some of whom have already 
given distinguished service in China, will undoubtedly strengthen the 
Soviet representation. The return of nou-essentiel dependents to 
Nanking and Shanghai may indicate that the USSR no longer anticipates 
any great violence in the turnover of those cities to the Chinese 
Coirimunists. 

Explosive inflation again struck Nationalist China last w eek as 
uncontrolled note issue stirauiated the sharpest price spiral of 1948o 
^e 30-fold rise in prices and value of the US dollar since 1 September, 
1948 appro^mately equals the increase during the first eight months 
of 1948. Despite reduced Government expendituree caused by the loss 
of North China, the Northeast and many armies, and the contracting 
area of Gold Yvian circulation, the note issue has risen to at least 
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GT IB billion. Heduosd tax rsTanuea and anticipation of a Gommunlst 
riotory combine to defalue the Gold Tium. Goneequently tremendous 
inflationary x>re88ures hare formed which the OoTemment cannot eaae. 
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::ntoh T^nlica ‘ctiVwrj^n imfv U-*v ^spibX i s pr^sparing to 

»;do>nt^«^ co-icllx^t'-pr xt.tir.’iie nn thf- r«»*obl«!»n, Th.ls ehiujged, 

*f'rs : Ui*3r?. f tx<3W^ai.n" , nw' i-'?,*, Dnbcf: ‘‘i/ns h.'*ve beors mcccKnrjlIah^d by use of 
ioroa. IS Sin d^vims nn-art to allav ««?r!d rmtnVn nnn to tHn the owjporatioa ■ 
of xnff rnf'on«;i tsm n?* V? s'^allst loadern Tt jnAy also reflect consida»e'bl* 

pregoaro I'roc; -i- s.-v;j,!ir in Holiood,, fhe botherl^ands Pr®tl®’ and the 

botch Arsh-r-fmnn-^ >o brir.imi nr« «akiri.rt n trip to Trsinne^ic to ®q>edtt© 

natabl ■ "r vfxiit :,/ the '’■■ ob-Intif^-ttftisirtn ^jitsrixt fiovemw^at-. Ilie DuWh 

nsMC alnfsax-*- ■,;•■»*■, -n rAl delegate Gnehmo interc-^o .for fcheis i?itlx 

S^bltean leedetra, ehose eooparation th^ coneider vital for the sueoess of 
the interim gownment and for eontainn»ot of guerrilla activities. In another 
effort to win Indonesian support the Dutch aey consider the removal of High 
ComadBsioner Beel, who was also in a position of authority in the Netherlands 
during the Dutch police action of July 1%7. 


1110 Dutoh pollpy will be regarded with suspicion In Indonesia where no 
Republican leader could metar enough popular support to form an effective 
goveri uaan t were he to accent Dutch tem»« _^other strong deterrent to innedlate 
collaboration is the relatlvAy strong Intermtdonal support which the Republic 
has attracted. Ti.iB saaie factor will no doubt canjse other Xadoneslan leaders 
to hesitate before accepting positions under the Dutch, 


INPftiHTN A 


of the Ft*enelfc"sp^s(g^ Xuan Goverranent . Despite **A" 
F^ch ITi^ Conwiissioner plgnon»8 Viellef that the question o/ Vietnamese for- 
eign affaire Is the na.ler stunbling block to the return of former emperor 
Bao Dal to Ihdoehlna, it is deubtfU that the current conversations in Paris 
■will deeisively strengthen ths Vieftoam Central Provisional Govemnent of 
President Xuan. The inactivity and disunity of the Tleteam delegaticn at the 
recent Dalat aaonomie conference; the neoessity for Xuan*s goveniBMnt to dex^ 
rumors of Caodalst (a strong rellgl.ou8 moveiiisnt) abandonment of Ibian} Presi- 
dent Xuan*s denial of hia reported intention to remodel the govemraent befocre 
"the return of Bao Dai«j Xaan*8 insiatenee that hia family aeoomoau^ Mm 
even on a short official trip to Paris? and finally ths resignation of three 
outstanding meiiAiers of the Provisional frovamfflent^ all underline the possibil- 
ity of an inmlnent breakdoum of the Xuan Oevomraent. The Inmediate reason 
for the resignations of these leaders apparently stems froa dissension withto 
the government over the distribution of authority among the ministries and 
the regiraial gewreznors. This, however ^ Is probably a&oon&orf to the failure 
of the Xuan Ooverrment to effect a mdre K^id realisation of the French pOan 
for Bao Dai's restoratim as e mp eror. 
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BIBMA 


. . . oowmilq titajatioa lile»ly to doterloMto further In 1040, •w* 

Mitioai ai^ eiMSBcnie oosdi^oM to liuraft m likeij* te Imoom ivof^aivo- 

lawlooeneBB and Idio iiurarr^Boy of ermral ditaffoetei 
I»lltioni elanerrta ooatimtea auabatod in Raniigoon and throuriioiit met of 'ttio 
°®^**^* ullitarjr offerta t» rMtore law as?d order are atiU 

Qfton fe^-^artod and iaafr«e%in»c> fJwu are no InHoatlme that iA» dolioato 
Xam aiaority problen ullX be eottlod la the foroeoeable future, and it la 
that MiQr Karww eill fight if they aw, not granted a eoparato etate 
«£oogh euMeat nogotUtiOBe. The alrea^ tmnoated anti-Pueeiet^opioe* 

irttt the diaafflliation of the All-Borea Tooth league. The authoriS^of the 
APPa Oo^rweeiit extande only <wer liedted area* of the country. Pu^niore 
no offeotiee leaderehip haa daeelopod frcn any poUtleal group. 

Boox^o proapeote for ihe ooealBg year are no Inrifi^ter than the politioal. 

internally and externally. U erpeoted to 
19« fWn aoeie 870,000 tone abort 

of ^ original target, largely beoauee of inaurgent aetieitiee, and tin 

S""i*** ^ “ -"T” nargla. All eetjor eaw eillla 

^ *•*** future beoauee of inaurgent laterferenoe 

with the tttraotioa and tranaportation of teak logs. Furthermore, the Oovem- 

n!l 4 * 4 *v***^?**^**^** poHoiea awy foree tha Bumh Oil Company and eariooa 
Mtiah mining enterprieea to anapeni opemtlona. 31noe rioe, teak and 

•*•*««•*» ^Sor •aporta, the eeonaede lone tfarouf^ auoh doeelop- 
^ additional problen uill be e r e a ted by oonalderable uh* 
^l^mt in tura ia likely to oreate additional unraat. Tha braakdoun 
of traM po^tioa ulU lacMaaingly interfere with dowatia eoaeneroe and 
proTTOt Mdly needed ooeiauiBer gooda from reaahing naay areaa of Buma ia 
euffleiest quantitlea. 

Aa-^Franoh lOnistar to Burma reoently atated, **niile tdkinga In Burope 
Bare bean aerious they hate aeldom been deeparate, but in Burma are 

always desperate, but seldea aerioua.* 

PHILIPPINES 

r»i.n ecntr o l and nanaged mcnetanr avataau The '•B" 

l^jrii^lanantang tw7la«-pl^^ ^onoaio 

Pp*aldent 'ijirlno laaoad an aoDaeatlTa order eawr- 
^ ^»gta^tico In June 1%8 for tha ecntroO. of Inporta of InaralM 

^ Jttwwy, the Central Baiic opened fS^lneas. 

***** reoonmandod with acmm d^y<m of targeney by the 

in making the Philippine eoetHny leas depemieat upon the ITS, 
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(continued) 

Purpose of iaport emtrol is to eoneenre the current extmordlnarr 
d^lar ine^ for conetructlve use. The executive order estebli^lnr it 
“F <^^ota8 on eortte 122 articles at rates 20 to 95 per cent belos the 
of theee articles in fiscal year 1%B, Both those products cco- 

rwuppln. «onn,5- o„d thM. for *leh dc^ic 
eubrtitatea^o or eon ba node availabla wa laoXodad. Elifhtr oar cant 

«Ucoat»J to artabll,h«l 25 

™" «p^ e«nta. Oi a atatloUcai baaia Iho isaaauro 
would redtxse imports by ^vmndmately milli«i. 

*^» ’***** crgwlsatlon and oroeedures are ccrapletM 
^ dollar ewhangertanS^ 

5^421^ 2!!^ Coarlaaton In r«,o«»ndlng^ 52^ 

‘**P ">• n«e»8aarr In ordar to faollltata donaatL Mnuieln* 

52 daralomart. Wcaal Cuadamof 

Saotlon of tha Flnanna Oomataolon, raalxa,.] .. 
Secretary of Finance to beecnm (Jovemor of the Central Baric! Gu^^o Is 

for^S legielatlon and iv well qualified 

**‘® outeet, be assisted by a central baricing 
expert rrcra the ns Federal Reserve Baric, ^ 

and eentral baricing legislation hava reoeived 
S f, '’“***?»• in^-ePest* In tho PhlUpplnea. Ih negotiating 

with the 'Torld Bank fw loans to finance hydroelsetrie projects, howew® 

mr* praaaure to carry out these nMisures 

Finance Coramlseion. There is little 
aw logical steps in tho evolvement of an Independent 
econwey if soundly adnlnistered, Wietr impleBisstatlon marks a recosnitlon 

dSeiJ^srin P»ow«rnnent that preparation for an artSj^ted 

decrease in extraordinary income rr<Sn the i»8 can not too long- be delay^ 
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